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KEY ECONOMIC INDICATORS 
In millions of U.S. dollars and period averages unless otherwise noted. 
ITEM 1985 1986 1987 E/ 


DOMESTIC ECONOMY 

Population (thousands) 30,564 31,013 31,470 

Population growth (%) 1.5 isd 1.5 

GDP in current dollars (millions) 64,600 70,100 73,650 

Per capita GDP, current dollars 2,114 2,260 2,340 

GDP at constant 1970 prices, % change -4.5 $53 fe3 

Consumer Price Index annual % change (Dec.) 385.4 81.9 185.0 

PRODUCTION AND EMPLOYMENT 

Labor Force (thousands) 11,900 12,100 

Avg. Unemployment Rate (April %) S.2 4.8 

Avg. Underemployment Rate (April $%) 5.5 6 

Industrial Production (% change) -10.4 12 

Combinea deficit as % of GDP 1l/ 6.3 A 

BALANCE OF PAYMENTS 

Exports, Total (FOB) 8,396 6,852 

Imports, Total (CIF) -3,814 -4,724 

Trade Balance 4,582 2,128 

Current Account Balance -1,039 -2,641 

Foreign Direct Investment (gross) 2/ 915 574 

Foreign Debt, Public & Private (year end) 48,075 51,704 

Interest Paia Speer 3 4,138 

Interest Accrued 5, 232 4,291 

Interest Accrued as % of exports 61.1 62.7 

Foreign Exchange Reserves, Gross (year end) 4,652 4,287 

Average Exchange Rate, Australes/US$1.00 0.6012 0.9450 2.1600 

FOREIGN INVESTMENT 

Book value at year end 8,000 E/ 8,300 8,800 

U.S. (book value at year ena) 2,785 2,800 3,000 

U.S. share (%) 34.8 oat si 

U.S./ARGENTINA TRADE 

U.S. Exports to Argentina (FOB) 4 943 1,050 

U.S. Imports from Argentina (FOB) 1,167 938 1,100 

Trade Balance -450 5 -50 
U.S. Share of Argentine exports (%) 13.90 13.7 37.3 
U.S. Share of Argentine imports (%) 18.8 z0.0 20.2 


Principal U.S. exports (1986): organic chemicals & products; parts for 
office machs & ADP mach; ADP machinery & auxiliary equipment; syn. resins, 
rubber & plastic materials; bituminous coal; parts of road vehicles & 
tractors; medicinals & pharmaceuticals; measuring, checking, etc. 
instruments; civil engineer's & contractor's eq. 

Principal U.S. imports (1986): petroleum products; leather & 
manutactures; meat preparations; organic chemicals and celated products; 
aluminum & aluminum alloys; fruits & nuts; fish, fresh, chilled or frozen; 
iron & steel plate sheets and pipes; sugar. 


E/ Estimated 

1/ Combined deficit is that of the nonfinancial public sector plus the 
operating loss of the Central Bank. 

2/ Includes debt to equity conversions. 


3/ Some of previously accrued interest was refinanced. 
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SUMMARY * 


Argentina's economy should register moderate growth in 1987 of 
just above 2 percent. Available data as of mid-1987 indicate 
that the rebound in investment continued despite generally 

tight credit conditions auring most of the year. The public 
sector deficit widened substantially. The balance of payments 
worsened appreciably. For the second year in a row, 

troublesome features of the economic performance in 1987 

include strong inflationary pressure, continued historically 
low level of domestic investment and confidence, and a marked 
decline in export earnings, especially of agricultural products. 


The growing public sector deficit and expansionary monetary 
policy contributed to a markea rebound in inflation in 1987, 
continuing a trend evident since mid-1986. In response to a 
renewed burst of inflation at mid-year, the government, in 
October, proposed an economic adjustment package similar to the 
Original Austral Plan, including a wage and price freeze plus a 
sharp hike in taxes in addition to trade and financial 

reforms. Prospects are for some initial lowering of inflation, 
but further success depends on implementation of the total 
package. Efforts toward structural reform continue, especially 
in the public sector. A new demonopolization decree was signed 
in November that permits private companies to participate in 
areas previously reserved for state-owned enterprises. The 
decree is a positive step forward in the structural reform 
process, as well as offering potentially lucrative business 
opportunities for the private (domestic and foreign) sector. 


The poor fiscal and balance of payments results led the 
government to renegotiate twice its January 1987 $1.35 billion 
IMF stand-by program. In July, Argentina received $680 million 
from the IMF's Compensatory Financing Facility (CFF). 
Rescheduling accords with commercial banks -- including $1.95 
billion in new financing -- and official creditors were reached 
in April and May. Many official creditors, including Eximbank, 
have resumed export-financing programs. The World Bank has 
announced a $2.0 billion program and approved substantial new 
lending, including a major structural adjustment loan to 
liberalize the trade sector. 


Prospects are for at best modest economic growth in 1988, 
perhaps in the 2 percent range. The trade surplus may improve 
with some increase in the volume of exports, including 
nontraditional industrial products. Capital spending should 
help encourage new growth. Investment opportunities exist; 
U.S. firms could profit by improving market position during 
what should be moderate economic growth for Argentina. 


* This report was prepared in November, 1987. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Political Setting: President Alfonsin celebrated his fourth 
anniversary in office in December 1987. Now into the last 
third of his 6-year term, he is actively continuing his efforts 
to consolidate democracy in Argentina. Nationwide elections 
conducted in September 1987, in which the opposition 
Justicialist (Peronist) Party scored a major gain against 
Alfonsin's Radical Party, were perceived as fair and 
legitimate. 


The Austral Plan: Faced with a declining economy and monthly 
price inflation above 30 percent, the Alfonsin Government 
embarked on an innovative economic adjustment plan in June 
1985. The Austral Plan reduced inflation dramatically, 
incorporating orthodox monetary and fiscal features, as well as 
a freeze of wages, prices anu the exchange rate and provision 
for the de-indexation of contracts. In a climate of increased 
confidence, the public also again became willing to hola 
domestic currency, with bank deposits doubling in real terms by 
January 1986. With prices relatively stable, economic growth 
rebounded once inventories were reduced. 


Nevertheless, the Austral Plan after more than 2 years has not 
met all of its goals. The government has not reined in 
expenditures significantly, and reductions in the deficit came 
mostly from transitory increases in revenues. High real 
interest rates over much of 1986 and 1987 indicate that 
government financing needs continue to draw resources away from 
the private sector, leaving the economy short of investment 
funds. Holdings of domestic currency and demand deposits began 
to trend downwarda in the first half of 1987, largely as a 
result of the sharp upturn in inflation during the year. In 
response, the government announced a major economic aajustment 
program in mid-October, incorporating new revenue measures, 
liberalizing foreign exchange and financial markets, and making 
further efforts at structural reform. 


Economic Growth: The Argentine economy should grow just over 2 
percent in 1987, or less than half the level achieved in 1986. 
The move to slower growth began in late 1986, when a brief 
downturn occurrea as a result of particularly tight credit 
conditions ana a decline in consumer purchasing power due to 
lower real wages. Since then, performance has been mixed. 
Modest growth in the first half of 1987 has been followed by an 
incipient slowdown in activity in the second half of the year. 
Further growth in 1988 will depend on the government's ability 
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to restrain strong inflationary pressures and to promote 
investor confidence. 


Argentine economic performance has shown signs of inconsistency 
in 1987. The agricultural sector is a problem area. 
Unfavorable weather, floods, and lower world prices have led 
farmers to reduce plantings, depressing production and export 
volume and earnings. Manufacturing output, up 12.8 percent in 
1986, should grow slower in 1987, more in line with the broader 
economy. Construction has continued to increase notably; 
however, at mid-year, growth in consumption had eased; 
investment continued to register moderate gains. With 
inflation and uncertainty rising, both could stumble in the 
second half of 1987. The government seeks to improve trade 
performance by maintaining export promotion programs and a 
competitive exchange rate. 


Monetary and Exchange Rate Policies and Inflation: In calendar 
year 1987, consumer price inflation is likely to double the 


1986 mark of 82 percent. Wholesale prices could rise as much 
as 200 percent. As a result, the inflationary floor has moved 
higher. The imposition of a wage/price freeze in October -- 
when consumer prices rose 20 percent and wholesale prices 
increased 30 percent -- will likely cool inflation somewhat by 


year's end. With underlying inflationary pressure still 
strong, inflation will likely only moderate somewhat, and 
remain over the 100 percent mark in 1988. The government has 
stated its intention to maintain the October freeze on wages 
and most prices for the time necessary to implement its broad 
fiscal adjustment program. 


The government tried to maintain a competitive exchange rate 
Guring 1987. A series of periodic mini-devaluations of the 
Austral was broken only when the government decreed large 
devaluations and froze the exchange rate as part of the 
wage/price freezes. Still, with inflation on the rise, there 
has been a substantial gap between the official and informal 
parallel market exchange rates throughout the year. In 
mid-October, the government liberalized foreign exchange 
Markets by establishing a two-tiered system with a fixed 
ofticial rate for trade ana most public sector financial 
transactions and a free market rate for other transactions. 
The early weeks of the reform were successful: the free rate 
stabilized and the gap between the two rates fell from 30 
percent to less than 15 percent before turning up in late 
November. The government now allows foreign firms to remit 
profits and dividends through the free (financial) exchange 
market. 





The government has moved tentatively toward a more 
market-oriented banking system over the last 2 years. It has 
reduced very high reserve requirements and in October 1986 
altered "quasi-reserve" requirements and gave banks more 
freedom to take deposits and to make loans. The goverment took 
a major step forward in October 1987 when it abolished the 
regulated financial market. Financial markets are now free 
with interest rates a function of supply and demand for 

credit. Still, reserve requirements remain high and are a 
constraint on bank lending. 


Budget: The Austral Plan called for a major reduction in the 
fiscal deficit. The 1986 budget result reduced the deficit to 
3.9 percent of GDP. The 1987 budget projection of a 
Still-lower fiscal deficit -- to 2.5 percent of GDP -- proved 
to be overly optimistic with the actual result likely to reach 
6.0 percent. Public expenditures inched upward while revenues 
suffered from evasion and erosion by ever-higher inflation. 
Substantially lower export taxes under the terms of a World 
Bank structural adjustment loan further reduced revenues 
(although they have helped agricultural exports). Moreover, 
public sector tariffs fell in real terms for most of the year 
and were subject to significant increases only in October. 
Savings in outlays for the state enterprises are also not 
likely to materialize as expected. 


Structural Adjustment: The government continues to work toward 
making the public sector more efficient and productive. 
President Alfonsin announced in late 1986 a 3-year program 
involving four basic elements: (1) creating a “holding 
company" to oversee and improve operations of the largest state 
enterprises; (2) cutting back the number of central government 
employees; (3) standardizing the disparate salary schedules of 
government ministries; and (4) reforming the insolvent state 
pension system. The first two elements of the program have 
seen some success. The “holding company" has completed a review 
of the major state enterprises, but organizational problems and 
vested interests continue to hamper implementation of reforms. 
By mid-1987 voluntary departure programs reduced central 
government employees by about 15,500. 


In addition, the government is committed to further structural 
reforms. Plans to privatize several firms in the petrochemical 
sector are moving slowly, although the government remains 
committed to sell government-owned interests in seven 
petrochemical plants. The sale of Austral Airlines to a 
private company was effected in early December. The government 
announced plans to privatize parts of the communications 
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network, such as the public telephone system in Buenos Aires 
and a financial network. A new cellular telephone system will 
also be awarded to the private sector in the near future. 


Demonopolization Decree: In November 1987, President Alfonsin 
Signed a decree allowing private companies to participate in 
areas previously reserved for state-owned enterprises. The 
decree excludes private participation only in the hydrocarbons 
sector (petroleum and gas) and is expected to produce the 
greatest private sector interest in the communications and 
transportations sectors. The decree is notable for requiring a 
30-day decision by government authorities on privately proposed 
projects and a 90-day decision on projects that will require 
use of state-owned facilities -- such as connections to the 
national telephone network. 


Balance of Payments: Argentina's balance of payments continued 
to deteriorate in 1987. The current account deficit is likely 
to exceed 63.6 billion, up sharply from the 62.6 billion 
recorded in 1986. The trade surplus slumped to about $1 
billion. The value of agricultural exports continued to 
decline, given lower world prices and some reduction in 

volume. Imports continued to rise as a result of the economic 
rebound and the need to import crude oil for the first time in 


years. International interest rates turned upward and 
contributed to the increase in the current account deficit. 


Prospects are for limited improvement in the balance of 
payments in 1988. Agricultural exports should rebound after 2 
years of decline. Industrial exports enjoy continued growth 
prospects. The trade surplus should increase despite higher 
imports, There are uncertainties, as interest rates could move 
higher as a result of adverse developments in industrialized 
countries. Government plans to liberalize import regimes -- an 
end to quantitative restrictions by January 31 -- could lead to 
greater than expected import growth. Prospects for a rebound 
in the domestic oil industry are uncertain; the government has 
moved to stimulate higher production but substantial oil 
imports may be necessary for the second year in a row, unless 
the increase in gasoline taxes and further price increases act 
to to lower gasoline consumption. 


International Finance: In January, Argentina reached agreement 
with the IMF on a $1.35 billion standby program and a $480 
million Compensatory Financing Facility (CFF) to help offset 
lower earnings from agricultural exports. The government 
negotiated in April a long-term rescheduling of its commercial 
bank debt and a new money package of $1.95 billion. The 
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government also concluded a rescheduling agreement with 
official creditors in May. Many official export credit 
agencies resumed coverage, including Eximbank. The World Bank 
announced its commitment to a 2-year 62 billion loan program 
for Argentina. The loans are keyed to a series of major 
sectoral adjustment loans designed to help rationalize the 
economy, beginning with the agriculture and trade sectors. 


As a result of its failure to achieve full compliance with its 
IMF program criteria, Argentina sought to renegotiate the 
stand-by agreement in June. The IMF agreed to do so and raised 
the CFF facility to $680 million to compensate for a greater 
than anticipated slump in exports. Problems again developed by 
October, leading Argentina to rework the standby agreement a 
second time. On two occasions, February and October, major 
creditor governments extended short-term bridge financing to 
Argentina to help the government meet its external financing 
needs concurrent with implementation of an economic adjustment 
package aimed at braking surging inflation. As a result of the 
difficulties with Argentina's compliance with its standby 
program, some disbursements under the commercial bank new money 
package will likely be delayed until 1988. Still, World Bank 
disbursements remain on schedule and should continue on 
schedule in 1988. 


Agriculture: Agricultural prospects for Argentina have 
improved modestly from the situation that existed a year ago. 
Early crop conditions, buoyed by increased plantings of 
soybeans and sunflower seeds and improved weather patterns so 
far, point to slightly larger 1988 harvests. Increased 
availabilities of oilseeds and products, wheat, and cotton for 
export, coupled with generally firmer world markets for 
commodities, suggest that the value of Argentina's agricultural 
exports will partially recover from 1987's depressed levels. 
The picture for cattle and other livestock products is mixed. 
After strengthening in late-1985 through mid-1987, cattle and 
beef prices weakened in the closing months of 1987 in response 
to continued heavy marketing and weak domestic demand. On the 
other hand, strong world demand for wool is boosting returns to 
wool growers. 


Although commodity markets and export prospects are a bit 
brighter than last year at this time, Argentina's farmers 
remain in a tight price-cost squeeze. The Argentine Government 
has eliminated or sharply reduced export taxes for tne coming 
1988/89 marketing year. Farmers, though, continue to view the 
overvalued official exchange rate as representing a heavy tax 
on their returns. This is coupled with proposals in the 
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governments latest economic package to impose additional taxes 
on the farm sector. Accordingly, farm groups are strongly 
opposing the governments latest proposals on the grounds that 
farmer returns are already eroded by persistent inflation, high 
interest rates, and costly outdated marketing infrastructure. 
Argentina's cattle herd, which now stands at only about 50 
million heads, is down 10 million from a decade earlier with no 
sign of a near term reversal. The drop in Argentina's sheep 
numbers has been even more dramatic. 


Organized Labor: Organized labor is a powerful force in 
Argentina with almost three million members. It is experienced 
in bargaining with management and lobbying the government. 
Labor has long-standing links to Peronism, the major opposition 
political force. Although labor has applauded the past 
progress made against inflation, it believes that the 
government's economic program should be more expansionary. 
There has been some strike activity protesting government 
policy. 


The Argentine Congress continues to debate a package of 
government sponsored labor proposals covering collective 
bargaining, social benefits and a revised framework of 
labor/management relations. It is possible that free 
collective bargaining will be restored sometime in 1988. 


IMPLICATIONS FOR THE UNITED STATES 


Import Performance: In 1986, Argentine imports were up about 
20 percent over 1985 at 64.7 billion. The U.S. market share 
was approximately 20 percent. 


Imports by Major Categories (millions of dollars, CIF): 
1985 1986 1987 (Proj) 

Capital Goods 599 800 800 
Raw Materials and 

Intermediate Goods 2,617 3,250 3,600 

Fuels and Lubricants 454 400 580 
Consumption Goods 133 250 220 
Other 11 - - 


Total 3,814 4,700 5,200 


Estimates of continued import growth are based on an assumption 
that the government will pursue policies aimed at increasing 
investment as well as expanding industrial activity. Equipment 
exporters may increase sales by working within Argentina's 
countertrade regulations, or by entering into joint ventures 
with local partners to produce for the local market or export 
to ALADI (other Latin American) countries. Such ventures 
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often receive favorable bilateral treatment or benefit from new 
government export incentives. The fall in the value of the 
dollar vis-a-vis the currencies of some other major trading 
countries should improve the competitiveness of U.S. goods and 
services in Argentina. 


Import Controls: The present import control system requires 
ao¥st approval from the Secretariat of Industry and Foreign 
Trade for all imports. There are two import lists: the prior 
consultation category (includes luxuries and most goods 
produced in Argentina) -- requests for these imports are 
discussed with local trade organizations and usually are not 
granted if locally produced goods are available; and, the 
automatic permit list for which import permits are granted in 
the quantity and value desired. In 1986, some products (mostly 
capital goods) were moved to the automatic permit list and in 
1987 more were shifted. The government has announced its 
intention to eliminate the import lists by January 31, 1988 and 
to institute a fully automatic regime. In March 1987, the 
government reduced tariffs on capital good imports not produced 
domestically to zero through 1989. Tariffs on all machinery 
destined for the textile industry have been reduced to zero for 
2 years from March 1987 as well. Currently, Argentina requires 
delayed payment of 180 days for all imports. Depending on the 
value of the shipment, terms for capital goods are on a sliding 
scale from 180 days to 5 years. Interest can be charged for 
such financing. 


The Argentine Government has embarked on industry sectoral 
programs (informatics, telecommunications) to encourage local 
industry. The very high import duties which are usually an 
element of such programs may reduce imports of these industry's 
products in the future. However, development of these 
industries also opens the possibility of increased sales of 
components and capital equipment for the local manufacturers. 


In addition to the published duty rates, all imports are 
subject to the following additional charges: 


A. Temporary import duty of 10 percent until the end of 1987; 
B. Value added tax of 18 percent of landed costs; 

C. Statistical tax of 3 percent of landed costs; 

D. AO.5 percent fee for the export promotion fund; 

E. A consular fee of 2 percent of the declared value (all 
imports require an Argentine consular invoice); 

F. A fee equivalent to 20 percent of freight charges destined 
for the merchant marine. 
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Best Prospects: U.S. exporters will succeed if they offer 
competitively priced products which will lower costs, increase 
efficiency, and improve product quality. The best prospects by 
general category are: 
1. Oil and gas field equipment 

- Electronic components 

- Computers and peripherals 

- Telecommunications equipment 

- Food processing and packaging 

. Medical and scientific equipment 

- Metalworking machinery 


Requests for further details and information on import 
regulations can be made to: Argentina Desk Officer, 
International Trade Administration, Room H-3021, U.S. 
Department of Commerce, Washington, DC 20230; tel: 
202-377-1548. 


Tourism: More Argentines travel abroad than foreigners travel 
to Argentina. For 1986, tourism brought an estimated $564 
million to Argentina, while Argentines traveling abroad spent 
an estimated $889 million. While Argentine officials talk 
about enhancing the tourist industry infrastructure in the 
country, there has been little concrete action to date. In 
July 1987, the government signed a contract with the 
French-based Club Mediterranee to purchase and renovate a large 
hotel in the Andean resort of Bariloche. The project is 
expected to be completed in 1992. 


Major Projects: Most major projects have some financing from 
foreign sources. Under construction are three large 
hydroelectric projects: Yacyreta-2,400 MV (with Eximbank, 
Inter-American Development Bank-IDB, and World Bank financing); 
Piedra del Aguila-1,400 MW ($400 million from the IDB), and 
Uruguay-I-160 MW ($80 million from the IDB). Other major 
projects under way include water treatment facilities, refinery 
upgrading, highway maintenance, port reconstruction, 
petrochemical development, natural gas production and 
transportation, petroleum development, and selected industrial 
development. Further information can be obtained from: Office 
of International Major Projects (OIMP), International Trade 
Administration, Room H-6930, U.S. Department of Commerce, 
Washington, DC 20230; tel: 202-377-4643. 


Investment Climate: Argentine laws on foreign direct 
investment are among the most open and liberal in the region. 
In general, foreign investors enjoy all the rights and may take 
advantage of incentives as national investors. Still, the high 
degree of government regulation, policy uncertainty and other 
disincentives that apply to local investors have combined with 
restrictions on remittances of profits -- liberalized only in 
October 1987 -- to keep foreign investment relatively stagnant. 
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In a major departure from previous policy on foreign investment 
in petroleum, during 1985 President Alfonsin invited foreign 
investors to participate in exploration contracts in areas 
heretofore reserved to the national oil company. Additional 
areas were opened for a second round of bids in late 1986 and a 
third such round (including 30 new areas for exploration) was 
launched in May 1987. The revised model contract to make 
contractural terms more palatable for foreign bidders made the 
third round more attractive than earlier rounds. In 1987, the 
U.S. and Argentine Governments agreed to reopen Overseas 
Private Investment Corporation (OPIC) activities in Argentina. 
OPIC is currently looking at prospective projects. 


U.S. Trade Promotion Events: During 1988, the Embassy will 
organize the following trade events: 


Date Event 

March Power Generation Catalogue Show 

April Fishing Equipment Catalogue Show 

April INST RULAB: medical and laboratory 

- exhibition/seminar 

May Safety and Security video/Catalog Exhibit 

July/August Rural '87: U.S. pavilion at the Rural Industrial 
and Agricultural Trade Fair 


September USA-GAS: Oil and Gas Field Machinery and 
- Equipment Trade Mission 
November Telecommunication '88: seminar/exhibition 


Additional information on these events can be obtained from the 
commercial section of the U.S. Embassy in Buenos Aires or from 
the Department of Commerce in Washington, DC. 


Conclusion: U.S. exporters should assess the Argentine market 
on a long-term basis. If structural reforms are successful in 
permitting Argentina to realize its potential, firms will want 
to consider improving their positions during the early stages 
of the recovery to be able to take advantage of future 
sustained growth. The new demonopolization decree offers 
interesting possibilities for U.S. exporters and investors as 
well, primarily in the communications and transportation 
fields. U.S. exporters should be prepared to work through 
local agents, distributors, and representatives, or through 
joint ventures with as much local participation as possible 
both in services and equipment projects. With appropriate 
financing, competitive prices, and good local representation, 
U.S. exporters can increase their share of this important 
market, 
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